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The war had equally decisive effects in Austria.   The shock
of defeat had shaken " the ramshackle empire " to its foundations.
Several attempts had been made since 1848 to reform and
strengthen it—particularly after the defeats in Italy in 1859.
Francis Joseph had been compelled to sit still helpless while
Napoleon III and Victor Emmanuel tore up the six months old
Treaty of Zurich and added the Duchies to Sardinia (§ 134);
for the Imperial finances were in such a parlous state that the
least movement of troops would have led to bankruptcy.   This
humiliation had convinced Francis Joseph and his advisers
that  the   centralised  autocracy  must  be  modified.    Local
Councils for each of the Provinces and a Central Council of the
Empire  (Reichsrath} *were   therefore   created   to  advise  on
financial  matters;   and a few months  later  the  Provinces
gained   considerable   rights   of  self-government   by   " The
diploma of october " (1860). But the Magyars would not be
satisfied with anything short of their old national independence
under the Hapsburg monarchy.   They refused to send repre-
sentatives to the Reichsrath and remained in a state bordering
on rebellion.   There is little doubt that if the war of 1866 had
gone on a little longer, Bismarck would have stirred them into
breaking away from the Empire.   The Slav peoples—Czechs,
Poles, Serbs and Croats—were also restless, and the Emperor
now realised that the only way to hold his Empire together
would be to admit the Hungarians to a partnership in ruling
these subject races.   He appointed as chief minister Count
Beust, who had hitherto been in the service of the King of
Saxony, and did not share the anti-Magyar prejudices of the
Austrians ;  while the Hungarians were led by Francis deak,
a statesman of far more moderate views than the fiery but un-
practical Kossuth, who was still in exile.  These two men worked
out a compromise known as the ausgleich (I867),1 by which
the Empire was divided into two parts, one dominated by Austria
and the other by Hungary.   Matters common to both, such as
1 Technically the Ausgleich was merely the financial part of the scheme,
but the term is commonly applied to the arrangement as a whole.

